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Abstract 
 
The labour market analysis with parallel determinants of the investment in human capital, specify the necessity to incorporate 
both internal and external labour markets (internal and external factors) and its mutual interaction. Internal labour market reflects 
the particular company’s or organization’s labour supply, demand for employees, the search strategy, approach to an employee. 
In its internal labour market company specifies employee’s assignment for specific duties and responsibilities (micro level). 
Conditions of employment depends on the company‘s ongoing strategy, i.e. whether the company invests in its employees’ 
human capital, their qualifications, training, establishment of career development opportunities, and efforts to reduce employee 
turnover, etc. Internal labour market contributes to the objective of maintaining staff: the employee will not look for another job 
if feels safe and valuable for an enterprise. Labour market and human capital are interrelated very closely. Wages depends on 
investment in human capital. Human capital consist of knowledge, skills and other characteristics (congenital and acquired), 
which depends on the individual and is determined by its productivity. The recognition that human capital is determined by an 
individual’s ability to meet the labour market conditions, stands for thinking that years spent for studying, attending courses, 
training and others are appropriate investment for future – for the development of human capital. 
© 2014 The Authors. Published by Elsevier Ltd. 
Selection and peer-review under responsibility of the Organizing Committee of WCES 2014. 
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1. Introduction 
Political, economic and social reforms which started in Lithuania in the beginning of 1990 conditioned essential 
changes in all spheres of social life, business and the field of paid jobs: the decline of manufacturing inevitably 
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influenced the number of employed people and the growth of unemployment. 4 Structural changes in society’s 
employment were the outcome of privatization and economic modernization processes. New employment groups 
according to economic status such as employers, self-employed and employees emerged. The demand of skilled 
employees increased. Due to changes in labour market, the requirements for skills and qualifications were altered, 
thus encouraging individuals to make a decision to invest in education. Labour market is the mechanism where 
individual labour is bought and sold as a commodity: it is a tool that enables to compare the demand and supply for 
labour. The labour market systematically examines the relationship between employees and employers. It is 
critically important for the company to choose the particular individuals with appropriate skills, knowledge and 
abilities, aiming to succeed in the job market. Particular business strategies should be established with the purpose to 
acquire the required labour power. The aim of the article is to analyse the impact of human capital on labour market 
and highlight key indicators that influence upon the labour market. Methodology: systematic and logical analysis of 
scientific literature and generalization, statistical analysis and case modelling was used. Results: analysis of 
Lithuanian labour market in conformity with the education system was performed, parameters which influence the 
labour market were distinguished, assessment model for employment market formation was developed and an 
examination of its applicability in Lithuania was carried out. 
2. The analysis of labour market structure 
Since labour market is an open system, its openness of functioning is affected by different factors. These factors 
can be identified as internal and external (Martinkus & Beržinskienơ, 2005). Internal factor include information 
about labour market demand, job seeking intensity, employee's competitiveness, employer's flexibility in terms of 
workplace and contract conditions. External factors include structural changes of labour resources, country's 
economic situation (GDP, inflation, unemployment rate, etc.). The abovementioned groups of factors are reflected 
by different macroeconomic and social indicators. A change in these factors changes the situation in labour market. 
Therefore, analysing the labour market, it is necessary to take into account all the main factors and their reflective 
indicators. The labour market and human capital are very closely linked. The internal labour market reflects a labour 
supply of a particular company or organization, a demand for labour, job search strategy, approach to the employee. 
Internal labour market is a micro environment, where company's internal situation is analysed, employees are 
assigned specific duties and responsibilities. For an individual seeking to enter the labour market it is very important 
whether the investment in human capital pays off, whether there is an opportunity of development. In the analysis 
internal labour market can be divided into two parts (Riley & Szivas, 2009): a weak and a strong internal labour 
market. 
Internal labor market
Strong internal labour market Weak internal labour market
xDefined employement criterias
xWork place training
xLong term promotion criterias
xStrong corporate culture and
commitment
xStable wages
xPossibility of self development
xUndefined employement criterias
xSkills not required
xPromotion criterias not identified
xEnterprises not willing to commit to its
emloyees
xUnstable wages
Consequences
xLow staff turnover
xEmployees appreciate their job
xEmployees hope for career
opportunities
xHigh staff turnover
xNo creer opportunities in current
workplace
 
Fig 1.The assessment characteristics and consequences of internal labour market 
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External labour market represents an overall situation in market (macro level): existing vacancies and unemployed 
people (who want to work). External labour market can analyse a situation in a city, region, country or international 
labour market. The situation in the labour market can be analysed from various aspects: 
x assessing experience, skills, education, speciality; 
x assessing the age, gender, employability of an individual. 
Different individuals have different approach to their job. Individuals representing various generations have 
different approach to their job, therefore they can be assigned to different risks (loyalty). 
Factors affecting external labour market
Labour market supply Labour market demand
xPublic approch to employment and
education;
xCountry‘s  economic  conditions 
(unemployment rate, interest rate,
inflation);
xDemographical changes (birth rate,
labour force by gender; lifespan;
retirement age, migration);
xGoverment policy (unemplyment
regulation tools; government
investment in education; goverment
support to business).
xChanges in external business
environment (foreign competition,
changes in customers habits,
demand for goods and services);
xChanges in internal business
environment (production
technology, investments in
inovations, efective work
organization);
xCorporate comunication habits;
xEnterprises investment in human
capital.
 
Fig 2.Factors influencing (forming) the external labour market. 
Labour supply and demand are closely interrelated and highly dependent on government policy (eg. if the 
government declares a shortage of employees in a specific sector, then  in the case of active policy, trainings ,  
qualification improvement courses, etc. are organized, whilst organizations and companies change their internal 
policies). The labour market, a constituent of the market economy, in addition to its main function, allocation of 
labour among economic activities, occupations, territories, and enterprises, performs two socio-economic functions. 
It distributes income in a form of wages and hereby encourage work activities, and formally sets equal possibilities 
for everyone to exercise the right to employment and professional development. Psachropoulos, (2009) argues that 
the labor market can be compared with car driving: the experience and skills are acquired through a long learning 
along the way. Learning is a path to success in the labor market. Human capital is determined by the market demand 
for technology, the country's development, skills and knowledge. Accordingly, the labor market is characterized by 
specific features: 
x specifics of the labor factor (work as a subjective factor, based on the principle  of personal characteristics, 
inseparable from the  individual); 
x mobility of labor factor (limited compared to other factors of production); 
x multidimensionality of the labor market (labor market consists of many sub-markets, differing by territorial, 
administrative, personal, professional, and otheer aspects); 
x nature of the interaction  between labour supply and demand (the labour supply in the labour market is 
regulated by economic, demographic, cultural, psychological, social, etc. factors, labour demand is regulated  
more by economic factors;  due to inertia of non-economic factors labour supply is more stable than the 
demand for labour); 
x limitation of information (labour market participants do not have enough detailed information about the 
situation in the labor market); 
x social aspect (the existing social intervention through the public institutions changes the legal and 
institutional conditions in labour market); 
x labor pricing (cost of labour in the labour market depends on several factors: the individual's social status, 
the costs associated with production and investment, market regulation, etc.). 
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According to Martinkus and Savaneviþienơ, (1996), in public approach work is a conscious mental or physical 
activity for the purpose, when employee satisfies his/her needs directly or indirectly. In economics the work is seen 
as a conscious human activity, distinct from that instinctive, inborn reactions or physical work concept. 
Competitiveness is frequently measured not only by accumulated net economic asset, but also by other economic 
model criterias, such as creativity, knowledge and environmental conditions. Rate of return of investment in human 
capital is increased by the aquired knowledge (Tamasauskiene & Poteliene, 2013). So fast-growing and 
economically competitive region is that one that has a high number of knowledge acquiring labour force. The labour 
market can be defined as a place or a procedure where the employer interacts with the job seeker in order to agree on 
the working conditions, time, wage, social benefits and guarantees, etc. 
 
Analysis of labour market
invironmental indicators
xPopulation activity rate;
xEmployment rate;
xMigration;
xAnalyses of wages;
xUnemployment rate;
xLabour market supply and demand. R
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Analysis of education system
indicators
xNumber of students;
xNumber of high educated;
xEducation levels;
xFormation of education system;
 
Fig 3.The assessment of relation between labour market and education system 
The assessment of relation between labour market and education system is presented in fig. 3. A very important 
reason of decrease in country's population and labour supply is emigration or „brain drain“. Increased migratory 
mobility is one of the features of the development of modern society, especially typical in post-communist countries, 
including Lithuania (Sipaviþienơ, 2006). In order to assess the economic losses of Lithuania due to intensive 
emigration and decrease in labour supply conditioned by declining birth rates, the GDP index variation method can 
be used. Business executives immediately employ a qualified specialist. In the conditions of economic growth, 
perspective companies are concerned about professional growth of their staff, particularly of specialists with higher 
education. Since qualified employees are the main development factor and driving force of engineering, technology, 
and organization, and knowing that the professional development helps prevent employees' de-qualification, it is 
necessary to create conditions for employees to develop their skills and allow them to realize their ideas, thus 
achieving a higher quality of performance of the tasks entrusted to them, and motivating to contribute to the creation 
of the company's strategic processes. The paper aims to ascertain the dependence of wages on gender, education and 
occupational category. To achieve this objective it is necessary to carry out the analysis of  wage structure of 
employees in different sectors of economy according to  employees' occupation and education. 
3. The assessment of relation between labour market and education system: the case of Lithuania 
The financial crisis that began in the end of 2008 - beginning of 2009 led to fundamental changes in all spheres 
of public life, as well as business and employment: production decline inevitably influenced the declining number of 
employed and growth of unemployment rate, reduced the country's gross domestic product, and contributed to a 
mass emigration, which has not declined so far. Analysis of unemployment rate in the period of 1998 – 2012 
illustrates the impact of financial crisis on the situation in Lithuania. The unemployment rate was at its lowest in 
2007, and at its highest in 2010. In 2012 situation in the country was improving, unemployment rate was falling. 
The statistical analysis of data showed another interesting trend. The unemployment rate was higher for men 
compared to women. Between 2002 and 2008, in the period of economic upturn, theunemploymentrates of men and 
women were similar, and during the crisis, unemployment has increased more for men than for women. The main 
factors that allow to compete in the labor market are education, professional qualification, additional professional 
skills (good knowledge of foreign languages, computer literacy, entrepreneurial skills, communication skills, 
willingness to work). Comparing the unemployment rate of individuals with higher educations to that of uneducated 
individuals can be seen that this rate of individuals with higher education varied only slightly. It shows that 
acquiring of higher education can help to find a job and to adapt to labour market. Analysis of change in number of 
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university graduates during chosen time period showed that the number of graduates was not constant and varied 
significantly. From 2007 to 2008 the number of university graduated declined by 4,39 per cent, in 2012 the number 
of university graduates increased by 1,25 per cent.  The decrease of university graduates could be influenced by 
increasing emigration. Analysis of the numbers of labour force in Lithuania showed a decline of working age 
population in 2011 and 2012. This situation could be caused by emigration, which highly increased in 2008 due to 
financial crisis. Examination of number of emigrants in a number of working age population revealed that they 
represent a minor part of the total labor force, just 2,79 per cent in 2012). Government and municipality funding for 
education increased by 23,31 per cent (of GDP) in 2008-2009, and since 2009 a percentage share from GDP 
assigned to education has been decreasing. An analysis of expenditure on education in state and municipality 
budgets, it can be concluded that higher education was assigned only to a small share of the funds compared to 
GDP. Examination of R&D expenditures as per cent of GDP revealed that only a minor share of GDP was allocated, 
and the share showed an insignificant tendency to increase. The demand for qualified professionals has increased in 
Lithuania. According to the Lithuanian Labour Exchange in 2013 the highest probability of employment is for 
individuals with completed higher education in the field of electricity, electronics engineers, computer programmers, 
computer system specialists, sewing technologists, marketing, transportation managers, financiers, accountants, 
doctors and nurses. When making a decision an individual has to analyze the labor market and trends of necessary 
specialists. Spearman rank correlation coefficient was chosen to evaluate the strength of relation between labour 
market and education system. This coefficient is non-parametric measure of statistical dependence between two 
variables. It is appropriate for both continuous and discrete variables, including ordinal ones. The results of 
correlation analysis are presented in Table 1. 
            Table 1.Relation between indicators of labour market and education system 
 
Number of graduates 
by higher University 
education 
Working-age 
population 
Unemployed with 
higher education 
Average 
monthly 
wage 
Gross domestic 
product per 
capita 
Unemployed -0.504** 0.589** 0.888*** -0.468* -0.425* 
Number of graduates by higher 
University education - -0.604
* -0.574* 0.857*** 0.821*** 
Emigrants who have declared their 
departure, persons 0.385*** - - 0.566
** 0.483* 
***. Correlation is significant at the 0.01 level (2-tailed). 
**. Correlation is significant at the 0.05 level (2-tailed). 
*. Correlation is significant at the 0.10 level (2-tailed). 
  
  
 
 
Relations are statistically significant (p <0.10) (*** marked values indicate that p <0.01, ** marked values indicate 
that p <0.05, * marked values indicate that p <0.01). The number of unemployed is correlated (monotonic relation) 
with working age population (0.589), and number of unemployed with higher education (0.888) and  has statistically 
significant inverse relation with number of graduates with higher university education (-0.504), average monthly 
wage (-0.468), and gross domestic product per capita (-0.425). Number of graduates with higher University 
education has statistically significant correlation with average monthly wage (0.857), gross domestic product per 
capita (0.821) and  statistically significant inverse relation with working-age population (-0.604), unemployed with 
higher education (-0.574). Number of emigrants who have declared their departure have a statistically significant 
monotonic relation with average monthly wage (0.566), weak relation  with gross domestic product per capita 
(0.483) and number of graduates with higher University education (0.385). 
4. Conclusions 
Education is a factor of modern knowledge-based economic development, stimulating economic growth through 
increased labour productivity, quickly absorbed technological change (new technologies). State, which has a higher 
investment in human capital, shows an intensive growth of gross domestic product per person. Conducted analysis 
of labour market and education systems revealed that research of investment in higher education is a relevant issue. 
Statistical analysis of the data suggests that wages, opportunities to enter the labour market directly depend on 
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acquired education. A large determination of population to study will soon change the structure of labour market - 
number of people with higher education will increase substantially, but the number of jobs that would require for 
such high qualifications will not increase in such a high rate. Thus prospective students making decision to study 
will be motivated more on economic basis rather than psychological incentives, such as prestige, self-realization.  
Correlation analysis confirmed that GDP is directly related to employed individuals in labour market. Wages are 
directly dependent on acquired education, individuals with higher education tend to earn more compare to those 
with no higher education. 
 
This research was funded by a grant (No. IEP-01/2012) from the Research Council of Lithuania. 
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